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HEARING ON H.R 664, AMENDING THE PANAMA 
CANAL ACT OF 1979 REGARDING THE PAY- 
MENT OF INTEREST ON THE U.S. INVESTMENT 
IN THE PANAMA CANAL; AND H.a 1784, 
PANAMA CANAL AUTHORIZATION ACT, 
FISCAL YEAR 1986 



THURSDAY, SEPTEMBER 19, 1985 

U.S. Senate, 
Committee on Asmed Sbrvicbs, 

Washington, DC 

The committee met in open session pursuant to notice, at 2 p.m., 
in room SR-222, Russell Senate OfUce Building, Senator Barry 
Goldwater (chairinan) presiding. 

Present: Senators Goldwater, Thurmond, Quayle, Denton, 
Granun, Levin, Bingaman, and Glenn. 

Staff present: James F. McGovem, staff director and chief coun- 
sel; Arnold L. Punaro, staff director for the minority; Alan R. 
Yuspeh, general counsel; Jeffrey H. Smith, minority counsel; Chris- 
tine C. Dauth, chief derk; Ronald P. Kelly, [nrofessional staff 
member, and Marie Chaillet, staff assistant. 

Also present: Gerald J. Smith, Eissistant to Senator Goldwater; 
Romie L. Brownlee, assistant to Senator Warner; Henry D. So- 
kolski, assistant to Senator Quayle; Allfm W. Ceuneron, assistant to 
Senator Denton; Jeffrey B. Subko, assistant to Senator Ezon; 
Edward McGaffigan, Jr., assistant to Senator Bingaman; Charles C. 
Smith, assistant to Senator Dixon; Phillip P. Upechulte, assistant 
to Senator Glenn; John Keeley^ assistant to Senator Levin; and 
Will Walsh, assistant to Senator Granmi. 

OPENING STATEMENT BY SENATOR BARRY GOLDWATER, 
CHAIRMAN 

Chairman Goldwater. The meeting wilt come to order. 

I want to apol(^ize for the lack of members, but we are tied up 
in legislation on the floor. 

We meet this afternoon to consider two pieces of legislation that 
have been passed by the House related to the Panama Canal. 

[The bills, H.R. 664 and H.R. 1784 foUow:] 

(1) 



,y Google 



H.R.664 



IN THE SENATE OF THE UNITED STATES 

Uav T OegitlMive daj'. Apul 15), 1985 

Received; re«l lirice uid referred to the Committee on Armed Services 



AN ACT 

To amend the Panama Canal Act of 1979 with respect to the 
pai-ment of interest on the investment of the United States. 

1 Be it enacted by the Senate and House of Representa- 

2 tioes of the United States of America in Congress assembled, 

3 That (a) section 13020)) of the Panama Canal Act of 1979 

4 (22 U.S.C. 3712(b)) is 'amended by inserting immediately 

5 before the period at the end thereof the following: "; except 

6 that the part of the tolls and other receipts that covers inter- 
_7 est on the investment of the United States in the Panama 

8 Canal pursuant to secUon 1602 and 1603 of this Act shall be 

9 deposited into the Treasury as miscellaneous receipts". 
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1 (b) Section 1603(b)(2)(A) of the Panama Canal Act of 

2 1979 (22 U.S.C. 3793(b)(2)(A)) is amended by striking out 

3 "Treasury" and inserting in lieu thereof "Panama Canal 

4 Commission Fund". 

5 Sec. 2. The amendments made by this Act shall apply 

6 only to tolls and other receipts of the Commission deposited 

7 in the Treasury on or after the date of the enactment of this 

8 Act. 

Passed the House of Representatives May 6, 1985. 
Attest BENJAMIN J. GUTHRIE. 

Clerk. 
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H.R.1784 



IN THE SENATE OF THE UNITED STATES 

May 15 (legiiUtive day. APKIL 15), 1985 
Received; retd twice *nd referred to the Coaunitice on Aimed Services 



AN ACT 

To authorize appropriations for Hscal year 1986 for the oper- 
ation and maintenance of the Panama Canal, and for other 
purposes. 

1 Be il enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Panama Canal Commis- 

5 sion Authorization Act, Fiscal Year 1986". 

6 SEC. 2. OPERATING EXPENSES. 

7 There is authorized to be appropriated from the Panama 

8 Canat Commission Fund to the Panama Canal Commission 

9 (hereafter in this Act referred to as the "Commission") for 
10 the fiscal year beginning October 1, 1985, not more than 
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1 $436,784,000, for necessary expenses of the Commission in- 

2 curred under the Panftma Canal Act of 1979 (Public Law 

3 96-70; 22 U.S.C. 3601 et seq.), including expenses for— 

4 (1) the hire of passenger motor vehicles and air- 

5 craft; 

6 (2) the purchase of passenger motor vehicles as 

7 may be necessary for fiscal year 1986, the number and 

8 price of which may not exceed the amount provided in 

9 appropriation Acts; except that large heavy duty pas- 

10 senger sedans used to transport employees of the Com- 

11 mission across the Isthmus of Panama may be pur- 

12 chased for the fiscal year 1986 without regard to price 

13 limitations set forth in applicable regulations of any de- 

14 partment or agency of the United States; 

15 (3) official receptions and representation expenses, 

16 except that not more than $33,000 may be made avail- 

17 able for such expenses, of which (A) not more than 

18 $8,000 may be made available for such expenses of the 

19 Supervisory Board of the Commission, and (B) not 

20 more than $25,000 may be made available for such ex- 

21 penses of the Administrator of the Commission; 

22 (4) the procurement of expert and consultant serv- 

23 ices as provided in section 3109 of title 5, United 

24 States Code; 
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1 (5) a residence for the Administrator of the Com- 

2 mission; 

3 (6) uniforms, or allowances therefor, as authorized 

4 by sections 5901 and 5902 of title 5, United States 

5 Code; 

6 (7) disbursements by the Administrator of the 

7 Commission for employee recreation and community 

8 projects; and 

9 (8) the operation of ^de services. 

10 SEC. 3- CAPITAL OUTLAY. 

11 Of any funds appropriated pursuant to section 2 of this 

12 Act, not more than $26,500,000 (which is authorized to 

13 remain available until expended) may be made available for 

14 the acquisition, construction, replacement, and improvement 

15 of facilities, structures, and equipment required by the Com- 

16 mission. 

17 SEC. 4. AUTHORIZATION OF ADDITIONAL APPROPRIATIONS. 

18 In addition to the amount authorized to be appropriated 

19 by section 2 of this Act, there are authorized to be appropri- 

20 ated to the Commission for the fiscal year 1986 such 

21 amounts as may be necessary for — 

22 (1) increases in salary, pay, retirement, and other 

23 employee benefits provided by law; 

24 (2) covering payments to Panama under para- 

25 graph 4(a) of article XIII of the Panama Canal Treaty 
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1 of 1977, as provided by section 1341(a) of the Panama 

2 Canai Act of 1979 (22 U.S.C. 3751(a)); and 

3 (3) increased costs for fuel. 

4 SEC S. BENEFITS FOR CERTAIN EMPLOYEES. 

5 (a) Educational Travel Benefits. — Section 

6 1207(h)(2) of the Panama Cana! Act of 1979 (22 U.S.C. 

7 3647(b)(2)) is amended by striking out "one round trip" and 

8 inserting in lieu thereof "two round trips". 

9 (b) Travel and Transportation Expenses. — 

10 (1) Expenses allowable. — Subchapter I of 

1 1 chapter 2 of title I of the Panama Canal Act of 1979 

12 (22 U.S.C. 3641 et seq.) is amended by adding at the 

13 end thereof the following: 

14 "travel and transportation expenses 

15 "Sec. 1210. The Commission may pay the expenses of 

16 vacation leave travel for an employee of the Commission to 

17 whom section 1206 of this Act applies and for transportation 

18 of employee's family from the employee's post of duty in 

19 Panama to the place of the employee's actual residence at 

20 the time of appointment to the post of duty. The authoriza- 

21 tion of expenses under this section shall be in accordance 

22 with subchapter II of chapter 57 of title 5, United States 

23 Code, and the regulations issued under that subchapter, 

24 except that the Commission may prescribe required periods of 

25 service notwithstanding section 5722 of title 5, United States 
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1 Code, and the regulstions issued under subchapter II of 

2 chapter 57 of such title.". 

3 (2) Clerical ahenduent. — The table of con- 

4 tents of the Panama Canal Act of 1979 is amended by 

5 inserting after the item relating to section 1209 the 

6 following: 

"tSlO. Travel lod tniuporuiion npeiuei.". 

7 (c) Use of Appropriations for Health Case and 

8 Educational Services. — Section 1321(e) of the Panama 

9 Canal Act of 1979 (22 U.S.C. 3731(e)) is amended to read as 

10 follows: 

11 "(e) The appropriations or funds of the Commission, or 

12 of any other department or agency of the United States con- 

13 ducting operations in the Republic of Panama, shall be avail- 

14 able to defray the cost of — 

15 "(1) health care services to elderly or disabled 

16 persons who were eligible to receive such ser\'ices 

17 before the effective date of this Act, less amounts pay- 

18 able by such persons, and 

19 (2) educational services provided by schools in the 

20 Republic of Panama, which are not operated by the 

21 United States, to employees of the Commission who 

22 are citizens of the United States and persons who were 

23 receiving such services at the expense of the Canal 

24 Zone Government before the effective dale of this 

25 Act". 
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1 SEC. 6. COMPENSATION FOB NON-GOVERNMENT BOARD MEM- 

2 BERS. 

3 Section 1102(b) of the Panama Canal Act of 1979 (22 

4 U.S.C. 3612(b)) is amended in the last sentence by inserting 

5 immediately before the period at the end thereof the follow- 

6 ing: ", except that, in addition to such travel or transporta- 

7 tion expenses, members of the Board who hold no other office 

8 with either the Government of the United States or the Re- 

9 public of Panama for which they receive pay are authorized 

10 to be compensated at the daily equivalent of the annual rate 

11 of basic pay in effect for grade GS-18 of the General Sched- 

12 ule under section 5332 of title 5, United States Code, for 

13 each day during which they are traveling to or from or at- 

14 tending meetings of the Board as provided in subsection (c) of 

15 this section". 

16 SEC 7. NOTIFICATION OF TRANSFER OF PROPERTY. 

17 Section 1504(b) of the Panama Canal Act of 1979 (22 

18 U.S.C. 3784(b)) is amended in the second sentence by strik- 

19 ing out "At least 180 days before" and inserting in lieu 

20 thereof "Before". 

21 Sec. 8. It is the sense of Congress that the fiscal year 

22 1986 expenditures of the Panama Canal Commission be 

23 frozen at the levels approved for fiscal year 1985 

24 ($429,846,000) and that at! possible steps be taken to assure 
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1 that any savings resulting from this action accrue to the gen- 

2 eral funds of the Treasury as miscellaneous receipts. 

Passed the House of Representatives May 14, 1985. 
Attest: BENJAMIN J. GUTHRIE, 

Clerk. 

By W. Raymond Collby, 

Deputy Clerk. 

Chairman Goldwater. We have with us tod^ three executives 
of the Panama Ceuiat Commission as witnesses. William Gianelli is 
the Chairman of the Panama Canal Commission. Mr. Gianelli pre- 
viously served in the Reagan administration as Assistant Secretary 
of the Army for Civil Works, and by special act of Congress has 
continued to serve as Chairman of the Commission since leaving 
the Department of the Army. Mr. Gianelli has served with distinc- 
tion as the Chairman for the last 5 years. 

Lt. Gen. Philip McAuliffe is formerly the commander-in-chief of 
the Southern Command. When General McAuliffe retired from the 
Army, he became the Administrator of tiie Panama Canal in 1979. 
He has a distit^uished record of public service, both as a military 
officer and as a civilian. 

The third witness seated at the table is Michael Rhode, Jr., Exec- 
utive Secretary of the Panama Canal Commission. Many of us in 
the Senate know Mike well from his days as a congressional liaison 
official when he was an Army officer. Mike has served in his 
present position since 1980 and I can say candidly that he has con- 
scientiously, thoughtfully, and energetically looked after the con- 
cerns of the CEinal here in Washii^ton. 

One of the biUs that we are considering today is H.R. 1784, the 
Panama Canal Authorization Act for fiscal year 1986. This is the 
basic authorizing l^islation for the canal's operation for the 
coming fiscal year. 

The other bill before us today is H.R. 664, a bill dealing with cer- 
tain changes in the treatment of interest paid by the Commission 
to the U.S. Government on the investment in the canal. 

Both of these measures have been passed by the House, Etnd I am 
not aware of any controversy about either measure. Accordingly, it 
would be my intention to try to vote on both of these bills at the 
end of today's heeiring. 

I should also note for the record that the House passed a bill, 
H.R. 729, the Panama Canal Amendments Act of 1985, which deals 
primarily with the settlement of clfiims for iiccidents occurring out- 
side the canal locks. Though this bill is not the subject of today's 
hearing, I would anticipate that the committee would give appro- 
priate attention to H.R. 729 at a later date. 
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The prepared statement of Senator Dixon will be inserted in the 
hearing record at this point. 
[The prepared statement of Senator Dixon follows:] 

PUPAKXD Statkmknt bt Scnatok Dixon 



Hr. duuimu, I ma not a member of the Senate when the Panama Canal Traa^ 
WM pawed. The IngialiiHnn before this CMnmittee today ia to consider the authorin- 
timi act tor Ute Fanama Canal CoouniaBion. I look forward to hearins from todays 
irilnoaKie — Dennia P. McAulifle, Administrator of the Panama Canid CommisBion; 
and William R. Gianelli, Oiairinan of the Board of the Panama Canal Commia- 
■ion — on how the Cixnmiaaion ia functioning. 

I abo am interested in hearing how the relationship between our Govemment 
and Panama ia proceeding. 

Thank you, Bw*. Cbainnan. 

Chairman Gouwater. Mr. Gianelli, you may say anything you 
care to about what we are doing. 

STATEMENT OF WILLIAM R. GIANELU, CHAIRMAN OF THE 
BOARD, PANAMA CANAL COMBOSSION 

Mr. GiANKLU. Thank you very much, Mr. Chairman and Senator 
Nunn. 

I am William R. Gianelli, Chairman of the Board of the Panama 
Canal CommisBion. I am pleased to appear before you today to tes- 
tify on H.R. 1784 which is the authorization for the fisceil year 1986 
budget program of the Pantuna Canal Commission, and also on 
HJl. 664, commonly referred to as the intereet bill. 

Participating with me is Dennis P. McAuliffe on my left. Admin- 
istrator of the canal, and on my right Michael Rhode, Jr., Secre- 
ta^ of the Commission. 

With your permission, I would like to summarize my remarks on 
both of these bUls and submit separate statements for the record. 

Chairman Goldwater. That will be done. 

Mr. GiANKLU. At the outset I would like to emphasize the impor- 
tance of this l^islation to the Panama Canal CommisBion. 

I also want to afiirm the administration has approved a budget 
submission of the Commission. 

First, briefly with respect to the 5-year financial result since the 
Commission has been in operation. At the close of fiscal year 1984, 
the Commission completed its fifth year of operation, a period rep- 
resenting one-fourth of its statutory life. 
' During this period the Commission has been faced with many 
difficult challenges which I believe have been dealt with and the 
results I believe demonstrate the personal and professional respon- 
sibility and commitment of the entire Commiseion work force to 
manage and operate the Panama Canal in the most efficient and 
effective way possible. 

In the financial area it is worthy to mention the Commission was 
successful in meeting its mandate to operate at no cost to the U.S. 
taxpayer. During that period we incurred some $1,982 billion of ex- 
penses over the period while generating some 11.988 billion in 
terms of revenue. 

Rate stability was also maintained over this period. We only had 
one 9.8-peTcent increase in toll rates which is substantially less 
than the inflation for the period. 



,y Google 



12 

Overall, I certainly feel very good about the operation of the 
Commission in the last 5 years. 

Moving on to board activity, one of the significant pn^lems 
facing the board was elimination of the disparate wage frrstem es- 
tabli^ed after the treaty implementation which provided lower 
wages for certain employees hired in Panama after October 1, 1979. 

Steps one and two of the plan to disestablish that system have 
been implemented and step three will occur on October 1 of this 
year. This final step will result in providing a uniform wage system 
that will provide consistent salary treatment for all employees of 
the Commission. 

Another item which has been of considerable concern to both em- 
ployees and management alike of the Commission was the loss this 
part October, that is about a year ago, of military purchase and 
postal privileges by the U.S. citizen employees of ttie Commission. 

In consideration of the serious monetary impact this act would 
have on an important part of the work force, the board approved 
an equity adjustment package in lieu of the cost of living allowance 
which was authorized by Public Law 96-70. 

Although there have been indications of dissatisfaction with cer- 
tain aspects of the equity adjustment package, I believe the general 
consensus is that it has served a useful purpose in enhancing em- 
ployee morale and retention of a skilled work force which is ex- 
tremely important. 

With respect to paymente to Panama as prescribed by the treaty, 
earlier I mentioned that the Commission had revenues and ex- 
penses, each approaching $2 billion for the 5-year period, 1980 
through 1984. 'Hiis has resulted in approximately $6 million of con- 
tingency payments to the Republic of Panama since fiscal year 
1980. 

When combined with the other required payments to Panama 
under the treaty for the S-year period, the total amount paid to 
Panama exceeds $375 million. 

Moving on the specific authorization provisions, aside from pro- 
viding funding authorization which Kb-. McAuliffe will address 
when I am through, H.R. 1784 will provide necessary authority to 
allow the Commission to implement certain benefits contained in 
the equity adjustment peickage to certain U.S. employees. These 
are enumerated in my statement for the record. 

These provisions are important for the retention of a skilled U.S. 
work force which 1 eigain believe is necessary for the efficient oper- 
ation of the canal. This will be at no cost to the U.S. taxpayer since 
funding will be fi-om Commission revenue. 

I^astly, Mr. Chairman, section 8, of H.R. 1784, a sense-of-the-Con- 
gress resolution, contemplates a freeze on the levels of spending to 
that of fiscal year 1985 and states that any surplus accrue to the 
Treasury of the United States. 

As I am sure this committee is aware, this cannot happen with- 
out altering the treaty itself The treaty dictetes that any ^ofit, up 
to $10 million annually — cumulative — will be paid to Panama. 
However, in recent weeks the Commission has been reassessing the 
fiscal year 1986 traffic picture in li|^t of the experience to date 
and the outlook for potential growth m tiie future. 
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Is in fiscal year : 
below our previous forecast and as a result total revenue will fall 
short of the authorization level requested. Therefore, section 8 be- 
comes academic. The Commission still anticipates operating on a 
break-even basis in 1986. 

Moving on quickly to H.R. 664, let me say that the Panama 
CanEil Act of 1979 established the Panama Canal Commission fund 
with the requirement that fdl caned receipts be deposited thereto 
and appropriations to the Agency be limited to estimated deposits 
plus any unexpended balance in the fund. 

A fundamental deficiency in the new arrangement was over- 
looked, however, in that under the special fund concept, the Com- 
mission is required to have a balance on deposit before funds ap- 
propriated by the Congress can be obligated. This special funding 
arrangement is workable only if there is an eidequate funding au- 
thority balance available at the start of each fiscal year, specifical- 
ly to meet the first 2 months' requirements of expenditures. 

Reduced to its simplest terms, the Commission must ensure it re- 
tains sufficient funding authority to allow it to operate effectively 
within the unique finaiicial arrangement under which, by law, it 
must function. 

There is now a sufficient amount in the specieil fund to allow us 
to continue operation. The authority is used only for the annual 
startup funding and when the treaty terminates at the end of this 
century in 1999 it will become part of the general fund. 

Mr. Chairman, the administration prefers that a permanent ap- 
propriation be granted by the Congress rather than a provision for 
direct deposits as required by H.R. 664. Both approaches, however, 
meet the President's general central objective to place the interest 
in the general fund of the "Treasury. 

Mr. Chairman, that concludes my remarks on both H.R. 1784 
and H.R. 664. 

I recommend, if it meets with your approval, that Mr. McAuliffe 

E resent his summarized statement on both bills and then we will 
oth be available to respond to any questions the committee might 
have, fmd we have backup staff if necessary. 
[The statements of Mr. Gianelli follow:] 



Mr. Chairman, memben of the committee, I am William R. Gianelli, chairman of 
the board of the Panama Canal Commisaion, I em pleased to appear before you 
today te request authorization for the fiscal year 1986 budget prwramn of the 
Panama Canal Commiaaion, the agency responsible for the operation of the Panama 
Canal. Participating with me is Dennis P. McAuliffe, the Administrator of the Com- 
mission, and Michael Rhode, Jr., the Secretary of the Commission. 

Mr. Chairman, at the outset 1 would like to emphasize the importance of this leg- 
islation to the Panama Canal Commission, 1 aJso want to affirm that the adminis- 
tration has approved the budget submission of the Commission. H.R. 1784 contains 
several important provisions which, if enacted, will contribute substantially to the 
continued effective operation of the Panama Canal. 

BIONinCANT MtLESTONB 
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ia a reminder of American ideala, ingenuity and achievement. The completion of a 
water passage to unite two great oceans in 1914 was a foreaighted accomplishment 
that has provided immeasureable economic benefits to world commerce. Since ita in- 
ception, the canal's contribution to world trade has grown rather than diminished, 
am it should remain an important tranaportation artery for many years to come. It 
is noteworthy that, at seventy-one years of age, the waterway is in excellent condi- 
tion in terms of both its physical and capacity for providing safe and efficient serv- 
ice to the merchant ships of the world. 



With the close of fiscal year 1984, the Commission completed its fifth year of oper- 
ation — a period representing one-fourth of its statutory life. During this period, the 
Commission has been faced with many difllcult challenges. Included among iheae 
challenges were; 

(IJ Entering into a treaty environment far different from the past. 

(2) Accommodation to an organizational and financial structure vastly different 
from that of its predecessor agency. 

(3) The realization of one important alternative to the canal (the opening of the 
trans-Panama oil pipeline). 

(4) A severe worldwide recession from which the maritime industry has not yet 
fully recovered; and 

(5) A continuation of inflation, although at a lower rate than at the b^(inning of 
theperiod. 

These challenges have been dealt with and the results, I believe, demonstrate the 
personal and professional responsibility and commitment of the entire Commission 
work force to manage and operate the Panama Canal in the most efficient and effec- 
tive way possible. 

In the financial area, it is worthy to mention that the Commission was successful 
in meeting its mandate to operate at no cost to the U.S. taxpayer, incurring $1,982 
billion of expenses over the period, while generating $1,988 billion in revenues. In 
addition, receipts were sufficient to sustain a sufficiently high level of capital invest- 
ment to enhance canal safety and efficiency. Rate stability was also maintained over 
this period with the one 9.8% increase in toll rates which helped offset the revenue 
loss from the opening of the pipeline, being substentially less than inflation for the 

Progress has also been made by the Commission in other areas. The current com- 
position of the Commission work force reflects a signiiicBnt increase in the propor- 
tion of Panamanian emplcn'ees as well as an increase in the number of those having 
highly skilled positions. Contributing to this objective of increasing Panamanian 
participation throughout the organization are the Commission's extensive trainii^ 
pn^rams. These programs have met, and are expected to continue to m«Bt, the 

'""'" 's future personnel requirements both in the technical and administra- 



One of the significant problems facing the board was the elimination of the dis- 
parate wage system established after treaty implementetion. The wage system ™- 
vided lower wages for certain employees hired in Panama after October 1, 1979. 
Steps one and two of the plan to disestablish that system have been implemented 
and step three will occur on October 1, this year. Tlus final step will result in pro- 
viding a uniform wage system that will provide consistent salary treatment for all 
employees of the Commission. 

Another item which has been of considerable coni^em to both employees and man- 
agement alike of the Commission was the loes this past October of military purchase 
and postal privileges by U.S. citizen employees of the Commission, In consideration 
of the serious monetary impact this action would have on an important part of the 
work force, the board approved an equity adjustment package in lieu of a coet-of- 
living allowance which was authorized, but not required, by Public Law 96-70. The 
maior specific elements of the equity adjustment package are: Provision, at no 
charge, of quarters and electricity and a special additive for residents in remote 
areas and for individuals living in non-Commission managed housing. 

In addition, use of a special mail service was authorized by the Department of 
Stete, The equity adjustment package, combined with use of the mail service, is in- 
tended to generally offset the monetary losses incurred by affected employees. Al- 
though there have been indications oi dissatisfaction with certain aspects of the 
equity adjustment package, I believe the general concensus is that it has served a 
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useful purpose in enhancing employee morale and the retention of a akilled work 

PAYMENTS TO PANAMA 

E^arlier I mentioned that the Commission had revenues and expenses each ap- 
proaching {2 billion for the five-year period 1980-84. This has resulted in approxi- 
mately $6 million of contingency payments to the Republic of Panama since fiscal 
year 1980. However, the Commission has made other payments which in the aggre- 
gate amount to a significant economic benefit to the Republic of Panama. When 
combined with the annual fixed annuity payment, the reimbursement for public 
services and the net tonnage payment assessed ships transiting the canal, the total 
cumulative payments to the Republic of Panama for the five-year period exceed 
(375 million. 

Of these payments, the single largest item is the tonnage payment based on 
Panama Canal net tons transiting the canal. This payment lor the first five years 
was based on 30 cents per ton transiting and amounted to about $50 million annual- 
ly. Effective October 1. 1984, the rate was increased for the first time to 31 cents 
based on a requirement of the treaty to adjust the rate for inflation after the fifth 
year of the treaty. Subsequent adjustments are to be made every two years, the next 
to occur in fiscal year 1987. 

AUTHORIZATION PROVISIONS 

H.R. 1784 would authorize appropriations to the Commission for fiscal year 1986 
of $436.8 million, of which $410.3 million is for operating expenses and $26.5 million 
is for the caoital program. While this authorization is $10 million less than reijueet- 
ed by the aominisCration. the reduction relates to the method for depositing mter- 
ests into the U.S. Treasury which will be further addressed by my statement of H.R. 
664. Therefore, the reduction will have no im^ct on the Commission's operating 
and capital programs for 1986. Aside from providing funding authorization, the bill 

(A) Authorize the Commission as part of its equity package to grant its U.S. Citi- 
zen employees certain additional Commission paid travel benefits to and from the 
United States and Panama, to offset certain employees treaty mandated loss of 
access to military commissary, post exchange, and postal facUities. These travel ben- 
efits are unique, and exceed mose available to any other Federal employees as- 
signed to foreign locations. The double round trip each year for college age depend- 
ents would apply to approximately 150 students per year. This benefit is extended 
onlv to those U.S. employees who lost privileges by virtue of the treaty requirement 
anJ does not apply to new employees, 

(B) Authorize the Commission to defray the cost of certain health care and educa- 
tional services provided by the private sector in Panama as an alternative to the 
exclusive use of U.S. military facilities For those services. 

(C) Authorize the payment of compensation to non-govenment members of the 
Panama Canal Commission board of directors for time spent in the discharge of 
their responsibilities. 

(D) Eliminate the existing requirement that 180 days' advance notice be given to 
Congress before transfers ofproperty to Panama can be effected. 

Mr. McAuliffe will address the Commission's funding and some of these provi- 
sions in more detail, but 1 want to comment on several of these items from my per- 
spective. 

Concerning the provision that would authorize compensation for board member^ I 
support this provision as being In full accord with tne way most Federal commis- 
sions and boards operate and as placing our non-Government board member* on the 
same footing as their counterparts who hold other Government offices. It would 
extend compensation only to members of the Commission board who hold no ofiice 
with either the (}ovemment of the United States or the Republic of Panama for 
which they receive compensation for each day during which they are traveling to or 
from or attending meetings of the board. 

Another item I would like to comment on is the provision that eliminates the ex- 
isting requirement contained in the Panama Canal Act of 1979 that 180 davs' ad- 
vance notice be given to Coneress before transfers to Panama can be efFectea. This 
change is strongly supported by the Commission since the requirement has placed a 
cost burden on us in the orderly transfer to the Republic of Panama of housing 
units excess to Commission needs. During the mandatory 180-day period between 
notification and transfer, some housing units have been vandalized. The agency is 
then forced to incur additional maintenance costs for these facilitiet, even thou^ 
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they are no longer needed by the CommiBsion. Elimination of the 18(Mlfiy waiting 
period will serve to remedy this undesirable situation. 

Lastly, Mr, Chairman, section 8 of H.R, 1784, a sense-of-the Congress resolution, 
contemplates a freeze on the levels of spending to that of fiscal year 1985 and states 
that any surpluses accrue to the Treasury of the United States. As I am sure you 
are aware, this cannot happen unless Panama agrees. The treaty dictates that any 
profit, up to tlO million annually (cumulative), will be paid to Panama. 

Accordingly, this proposal could only be accomplished by renegotiating the pay- 
ment provisions of the 1977 treaty. We oppose this provision because it would open 
up for debate fundamental matters concerning the treaty. However, in recent weeks 
the Commission has been reassessing the fisc^ year 1986 traiKc picture in light of 
the experience to date and the outlook for potential growth in the future. Our 
review indicates traffic levels in fiscal year 1986 will be Below our previous forecast 
and, as a result, total revenue will fall short of the authorization level requested. 
Therefore, section 8 of H.R. 1784 becomes academic. The Commission still antici- 
pates operating on a break-even basis in 1986 end all appropriations received will be 
covered by receipts deposited in the Panama Canal Commission fimd. 

CONCLUSION 

In closing Mr. Chairman and members, the operating and capital budget pro- 
grams for 1986 will allow us to continue operating the canal in a safe, efficient 
manner and to make essential investments in cantd plant and facilities to ensure 
that the canal continues to serve world commerce. 

That concludes my prepared remarks, I recommend that Mr. McAuliffe present 
his statement and we both will then be available for questions. 



Mr. Chairman, membera of the committee, 1 am William R. Gianelli, chairman of 
the board of the Panama Canal Commission, I am pleased to appear before you 
today to comment on H.R. 664, a bill requiring that all future collections of interest 
on the original investment in the Panama Canal be deposited into the general fund 
of the Treasury rather than the Panama Canal Commiseion fimd. 

The Commission is a setf-sustaining businesslike entity which provides an impor- 
tant service to world shipping. Wlule it is conHtituted as an appropriated-fiind 
agency, the source of all its funds is canal revenues and not the U.S. taxpayer. An 
important feature of canai operations that distinguishes it from other commerical 
operations is that bv both treaty and domestic U.S. laws, the Panama Canal Com- 
mission is precluded from building up a working-capital balance by means of oper- 
ational profits. 

The Panama Canal Act of 1979 established the Panama Canal Commission fiind 
with the requirement that all canal receipts be deposited thereto and that appro- 
priations to the agenty be limited to estimated deposits plus any unexpended bal- 
ance in the fund. This financial structure was not intended l^ the Congress to 
hamper canal operations or to estsblWi burdensome financiid constraints, but 
rather to ensure that canal revenues cover the financial requirements of the water- 
way. A fundamental deficiency in the new arrangement was overlooked, however, in 
that under the special-fund concept, the Commission is required to have a balance 
on deposit before funds appropriated by the Cangresa can be obligated. This special 
funding arrangement, possibly unique in the U.S. Government and certainly unique 
to a business enterprise, is workable only if there is an adequate funding authority 
balance available at the start of each vear. 

The fact of the matter is that, had Congress not had the foresight to enact the 
fiTSt-year appropriations from the general fund of the Treasury rather than from 
^e special canal fund, the Commission would have been left without the financial 
resources from which to operate. That the Commission has been able to operate suc- 
cessfully under the special-fund concept is attributable to the availabOity of interest 
deposits and the remainder of the fiist-year appropriations as a beginning funding 
balance each year. 

Reduced to its simplest terms, the Commission must ensure that it retains sufS- 
cient funding authority to allow it to operate effectivdy within the unique financial 
arrangements under which, by law, it must function, llie balance now in the special 
fhnd will be used only for annual startup funding authority and, when the treaty 
terminates at the end of the century, it will become pert of the general fund. 
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o bIIdw the CommiBsion to operate within the special-fund conetraints unUl the 
canal is turned over to Panama in the year 2000. Therefore, it is unnecessary, from 
an operational viewpoint, to place additional interest in the special fund. 

Mr. Chairman, we would like the committee to note that H.R, 664 differs from 
language in the 1986 budget, which provides that the interest collected first be de- 
posited in the Panama Canal CommisBion fund, and then transferred to the Treaa- 
ury via appropriations. 

The administration prefeni that a permanent inde&iite appropriation be granted 
by the Congress rather than a provision for direct deposits as required by H.R. 664 
because it provides that the interest be treated as any other expense of the Commis- 
sion by including it in the obligations and outlays of the Commission fund. Both ap- 
proaches meet the President's central objective to henceforth exclude interest collec- 
tions from the funding balance otherwise available to the Commission for Fmancing 
appropriations and to ensure that such collections are deposited in the general fund 
of the Treasury. Since H.R, 664 only relates to ^ture collections of interest, the 
Commission aupporta the bill. 

Mr. Chairman, that concludes my testimony on H.B. 664. 1 recommend that Mr. 
McAulifie present his statement, and we both will then be available for questions. 

Chairman Goldwater. Thank you very much. 
General McAuliffe, do you want to put your statement in the 
record? 
You may proceed any way you want to. 

STATEMENT OF DENNIS P. McAULIFFE, ADMINISTRATOR, 
PANAMA CANAL COMMISSION 

Mr. McAuLiPFB. Thank you, Mr. Chairman. 

I am Dennis Philip McAuliffe, Administrator of the Panama 
Canal Commission. I am pleased to appear before you today to pro- 
vide testimony on H.R. 1784, the new authorization for the fiscal 
year 1986 budget pri^rtun for the Psmama Canal Commission, and 
H.R. 664, the interest bill. 

I propose to summarize my statement and submit the full text 
for the record. 

Chairman Goldwater. That will be done. 

Mr. McAuuFFE. From a flnancieil standpoint, 1985 thus far has 
been a successful year for the Panama Canal Commission. The 
effect of the decline in ship traffic experienced in 1983 as a result 
of the worldwide recession continues to impact on the canal organi- 
zation. 

While the level of traffic has been on the uprise since the low 
point of 1983, the increase has been less than expected and a more 
moderate rate of growth is now projected for the future. 

Despite the modest growth in canal business over the last few 
years, we have been able to keep expenses within revenue levels. 
In 1984. the Commission reported a J6.8 million net margin and ex- 
pects an essentially break-even year for 1985. 

Looking to 1986, total revenues are expected to be somewhat 
lower than shown in the budget authorization request. Despite the 
reduced revenues, we are confident that the Commission will be 
able to keep expenditures down to the level necessary to break 
even. 

This will be accomplished without the need for a toll rate in- 
crease and without adversely impacting on the efficiency of canal 
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The proposed bill would authorize appropriations for the Com- 
mission of $436.8 million for operational and capital requirements 
in fiscal year 1986. All appropriations requested will be fully fi- 
nanced from cemal revenues. 

The appropriation needed for operating expenses in fiscal year 
1986 is $410.3 million. The amount sought for operation represents 
an increase of approximately 2.5 percent over the level required in 
1985. 

This increeise is almost wholly attributable to cost escalation. Ap- 
propriations scheduled for 1986 under the Commission's capital 
outlay prc^am amount to $26.5 million. The prc«ram provides for 
a variety of projects of which the majority are devoted to the tran- 
sit and related activities. 

Mr. Gianelli has already addressed several of the other provi- 
sions of the bUl. I would like also to comment briefly on the provi- 
sion covering the use of appropriations for health Ciire and educa- 
tionetl services. 

This provision simply authorizes the Commission to use lower 
cost, but good quality private educational and medical facilities in 
Panama and permit its employees to be reimbursed for private 
schooling in Panemia. These items are not part of the Commission's 
equity peickage at all and are essentially cost saving measures. 

Now, turning to H.R. 664, that bill would provide that all future 
collections of interest by the canal be deposited into the general 
fund of the Treasury eis miscellaneous receipts rather than to the 
Panama Canal Commission fund as the law presently requires. 

As you probably know, the question of whether interest should 
be deposited into the general fund rather than the Paneuna Caned 
Commission fund has been a controversial issue for a number of 
years. It is hoped that with the enactment of H.R. 664, that issue 
can finally be laid to rest. 

The deposit of interest into the general fund of the Treasury 
rather than the special fund will have a pronounced impact on the 
finances of the Commission. 

First, the change will thereaifter exclude interest collections from 
the funding authority available to cover appropriations to the Com- 
mission. 

Second, interest deposits will no longer serve to reduce the in- 
vestment base upon which interest is calculated. 

Finadly, as a result of this latter factor, the amount of interest 
expense recoverable from canal users will increase. 

With regard to the Commission, the bill through its prospective 
application allows us to retain sufficient funding authority to oper- 
ate effectively within the unique financial arrangements under 
which, by law, we must function. 

As indicated by Mr. Gianelli, since the changes contained in the 
proposed legislation will relate to future collections of interest 
only, we support its enactment aa being an equitable solution to 
the interest problem. 

Mr. Chairman, that concludes my statement. I will be pleased to 
join with Mr. Gifmelli in responding to any questions 'i '^r *he 
committee may have. 

[The prepared statements of Mr. McAuliffe follow:] 
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INTRODUCTION 
Mr. Chairman, membero of the committee, 1 am Dennis P. McAuliffe, Administra- 
tor of the Panama Canal Commission. I am pleased to appear before you today to 
request authorization for the fiscal year 1986 budget programs of the Panama Canal 
Commission, the agency responsible for the operation of the Panama Canal, I join 
Mr. Gianelli in extending the Commission's appreciation to this committee for 
scheduling this hearing on this very important legislation. 



From a financial standpoint, 19S5 thus far has been a successful year for the 
Panama Canal Commission, The effects of the decline in ship traffic experienced in 
1983 as a result of the worldwide recession continues to impact on the canal organi- 
zation. While the level of traffic has been on the uprise since the low point of 1983, 
the increase has been less than expected and a more moderate rate of growth is now 
prqject«d for the future. Despite the modest growth in canal business over the last 
few years, we have been able to keep expenses within revenue levels. 

Fortunately, the Commission has been in a posture to continue with austerity pro- 
grams already in effect to counter the severe dropoff in traffic that took place in 
1983, as well as to proceed with other efllciencies. We are pleased to report that the 
outcome was successful. In 1984, the Commission recorded a {6.8 mUHon net 
mai^n. and expects an essentially breakeven year for 1985. 

OUTLOOK FOR 1986 

Looking to 1986, we now foresee a more modest rate of traffic growth from the 
levels previously forecast. As a result, and as Mr. Gianelli indicated, total revenues 
for 1986 are expected to be somewhat lower than shown in the budget authorization 
request. Despite the reduced revenues, we are confident that the Commission will be 
able to keep expenditures down to the level necessary to break even. This will be 
accomplished without the need for a toll rate increase and without adversely im- 
pacting on the efficiency of canal service. 



Our training programs continue to be extensive in keeping with the treaty objec- 
tive of increased Panamanian participation. During Fiscal year 1985, the trainiiu; 
needs of the Commission expanded beyond the craft and technical areas to the ad- 
ministrative area. Our commitment to ongoing industrial training programs has not 
diminished as they continue to meet our immediate and long-term needs. Over 90 
percent of this training is directed towards Panamanian employees. In addition to 
craft training and the new pilot understudy program, we have recently established 
a career intern pn^am which is designed to bring young Panamanian college grad- 
uates into the organization at entry levels and to develop them to full performance 
levels in administrative and professional fields. 

In our ongoing commitment to the safety of our employees and the users of the 
canal, we have identified various safety training needs and are carrying out a vigor- 
ous safety training program in accordance witti our commitment to Uie safety of our 
employees and canal users. 



Ifc 



The transfer of 680 excess housing units in 1984 to the Republic of Panama, which 
was brought to the attention of the Congress last year, was accomplished successful' 
Of these, nearly half were leased back by Panama to the U.S. military forces for 
.__iir use. Appropriate notification was given to Congress and the transfer of an- 
other 500 housing units to the Government of Panama occurred this past June. A 
review currently is underway to ascertain the feasibOity of transferring approxi- 
mately 300 additional housing units by the end of the calendar year. Housing units 
which are excess to the Commission's need have resulted principally from the fact 
that, in accordance with the treaty, the Commission is no longer authorized to pro- 
vide housing for educational and medical personnel of the Department of Defense 
agencies of the canal area, as had been permitted during the first five years of the 
treaty. The release of excess housing units enables the Commission to best meet the 
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ining eligible employee and their families in the moat cost 



PROVISIONS 

The propoeed bUI would authorize appropriations for the CommifiBion of (436.8 
million for operational and capital requirementB in fiscal year 1986. The amount au- 
thorized for the capital program is to remain available until expended. All appro- 
priations requested will be fully financed from canal revenues. 

OPBRATtNG EXPENSES 

The appropriation needed for operating expenses in fiscal year 1986 ia $410.3 mil- 
lion. The major cost components include $184.8 million for personnel compensation, 
$64 million for supplies and materiaia. and $76.2 million for treaty paymenta to 
Panama. 

The amount sought for operation represents an increase of approximately 2.5% 
over the level required in 1985. This increase is almost wholly attributable to cost 
escalation. 



Appropriations scheduled for 1986 under the Commission's capital outlay program 
amount to $26.5 million. Significant projects funded in the 1986 capital program in- 
clude replacement of a tugboat ($3.5 million); procurement of two towing loc«iii»- 
tives ($2.9 million); installation of a special fire protection system at the locks ($1.4 
million) and replacement of electrical transformers containing the chemical PCB at 
lock facilities ($700,000). In addition, the program provides for a variety of recurring 
projects of which the mtuority are devoted to Uie transit and related activitiea. 
These projcts will contribute to the overall safety and efficiency of operations. 

AUTHORIZATION PROVISIONS 

Mr. Gianelli has already addressed several of the other provisions of the MIL I 
would like also to comment briefly on the provision covering the use of appropriar 
tion for health care and educational services. This provision would authoriie the 
Commission to defray the cost of health care services provided at non-Government 
facilities "to elderly or disabled persons" who were eligible for such services prior to 
the entry into force of the treaty. In addition, it would authorize payment for educa- 
tional services for dependents on U.S. citizen employees of the Commission in non- 
Govemment schools. The Commission is currently authorized to deiray the cost of 
such services provided in Department of Defense school facilities. This simply au- 
thorizes the Commission to use lower cost, but good quality, private educational and 
medical facilities in Panama, and permit its employees to be reimbursed for private 
schooling in Panama. These items are not a part of the Commission's equity pack- 
age at all, and are essentially cost-saving measures, because of the availability of 
lower-coat services in non-Government facilities in Panama. 

SUMMARY OF OPERATING OBJEtTTIVaS 

In the seventy-first year of operation of the canal and the sixth year since imple- 
mentation of the Panama Canal Treaty, we are confident that the canal organiza- 
tion will keep pace with the changing needs of world shipping. Our priority objec- 
tive is to provide reliable, efficient and safe service at a cost that is more than com- 
petitive with other transportation alternatives. Of major importance to this goal is 
the need to train and increase the participation of Panamanian employees at all 
levels of the organization. 

The operating and capital programs for 1986 as presented will permit us to 
pursue these objectives succeas^Uy. 

CONCLUSION 
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Mr. Chairman, members of the committee, I am Dennia P. McAuliffe, Adminiatra- 
tor of the Panama Canal Commiasion. I am pleased to appear befbre you today to 
cmnment on H.R. 664, a bill to amend the Panama Canal Act of 1979 with respect to 
the payment of interest on the investment of the United States in the Panama 
CanaL Specifically, H.R. 664 would provide that all ftiture collections of interest by 
the canal be deposited into the general fund of the Treasui7 as miscellaneous re- 
ceipts rather than to the Panama Canal Commiasion fund as the law presently re- 

Aa you probably know, the question of whether interest should be deposited into 
the general fund, rather than the Panama Canal Commission fund, has been a con- 
troveraial issue for a number of yean. It is hoped that with the enactment of H.R. 
664, that iasue can finally be laid to rest 

Tbe deposit of interest into the general fund of the Treasury, rather than the spe- 
cial tund, will have a pronounced impeict on the finances of the Conunission. First, 
the change will thereafter exclude interest collections from the funding authori^ 
available to cover aporopriationB to the Commission. Second, interest deposits wiU 
no longer serve to reduce the investment base upon which intereat is calculated. Fi- 
nally, as a result of this latter factor, the amount of intemt espenee recoverable 
from canal users will increase. 

As indicated by Mr. Gianelli, since the changes contained in the proposed legisla- 
tion would relate to future collections of interest only, we support its enactment as 
being an equitable solution to the interest problem. 

Aa indicated by the Chairman, the administration prefers that a permanent in- 
definite appropriation be granted by the Congrew rattier than a proviaion for direct 



deposits as requeetad by H.R. 66 
With regard t ' ~ 



..„_i to the Conunission, the bill (through its promiective application) 

allows us to retain sufficient funding authority to operate effectively within the 
unique financial arrangements under which, by law, it must function. With regard 
to the U.S. Treasury, it will benefit through the accrual of a higher level of receipts 
due to the elimination of any flirther erosion in the investment base. As to canal 
usns, the bill would not impose any unexpected and retroactive cost burden upon 
them. 

Mr, Chairman, that concludes my testimony, and I would be pleased to join with 
tlr. Gianelli in responding to any questions you or other membm of the committee 
may have. 

Chairman Goldwater. Mr. Rhode, do you have anything to st^ 

Mr. Rhode. No, thank you, Mr. Chairman. I am here to lend 
moral support. 

Chairman Goldwater. Thank you. 

Senator Thurmond? 

Senator Thukuond. Thank you, Mr. Chairman. 

General, are you down at the Panama Canal now? 

Mr. McAuLiPPB-That is correct. 

Senator Thurmond. Would you just state in simple words why 
this bill was introduced and very simply what you want to accom- 
plish? 

Mr. McAuuFFE. Senator, do you refer to the authorization bill or 
the interest bill? 

Senator Thubhond. This is the interest bill. 

What do you want to accomplish by this bill? 

Mr. McAuLiFFE. In effect, Senator, we are supporting that bill as 
being an equitable solution to the interest problem. 

Mr. Gianelli. Let me add that I think the primary purpose is to 
allow the interest that accrues hereeifter to be deposited in the gen- 
eral fund. 

Senator Thurmond. The Panama Canal Commission? 

Mr. GiANELU. That is right, to continue the operation for the 
first 2 months. 
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Senator Thurmond. The reason for that is? 

Mr. GiANELU. The reason for that is we don't believe we need 
Bubeequent interest coliections for financing the operation of the 
canal after fiscal year 1985. It can therefore be deposited in the 
general fund. 

Senator Thubmond. That is fine. 

What about the biU? 

Mr. GiANELLi. The other bill is the authorization bill, Mr. Chair- 
man, and the Commission has asked for a bill to allow the Commis- 
sion to proceed with the appropriation process. 

Senator Thurmohd. That is a r^^ar authorization bill? 

Mr. GiANELLi. It is a regular authorization bill. It has to do with 
the expenditures that carry on the operation of the Commission. 

Senator Thukhond. That is the reason for your appearance 
today, those two things? 

Mr. GtAKBLU. Yes, sir. 

Senator Thurmond. Thank you very much. 

Chairman Goldwater. Senator Denton? 

Senator Denton. Thank you, Mr. Chairman. 

I am pleased the committee is having this hearing. 

The security of the Canal is now of great importance to our 
trade, to oiu* national security, and to members of the committee. 

I particularly want to welcome Mr. McAuliffe, the Administrator 
of the Panama Canal Commission, whose friendship I and my wife 
have been privileged to share over some years, and I welcome Mr. 
GianeUi whose accomplishments are well known. Both jobs etre im- 
portant. They have been well done. 

I am sure that we all reccenize the Commission has done a good 
job in carrying out its mandate under the treaty. The treaty may 
have been controversial, but on the whole I thinic it has seemed to 
work to the advantage of the American people, and a lot of that is 
due to the excellent work done by the Commission, the Administra- 
tor, and the employees. 

I want to note in passing that we have had a lot of foresiehted 
complaints b^ the employees of the Commission about the forth- 
commg pendmg change, namely losing the military exchange and 
postal privU^es. 

I am pleased to see that you have shared this concern and have 
found a way to deal effectively with that problem. 

Mr. GiAMELU. It has been a very sticky one, Senator. We have 
tried very hard. 

Senator Denton. It seems to have satisfied almost everyone. I 
commend you for the way you have handled it. 

I have just two brief questions, Mr. Chairman. 

You have top responsibility for operating the canal. I should Uke 
to have an update, briefly, on how the process of turning more re- 
sponsibility over to the Panamanians is proceeding, in your view. 

Mr. McAuuFFE. The process is proceeding well. We have not es- 
toWished any goals spedficaUy or specific margins to meet, but we 
have invested heavily in training programs, industrial training as 
well as general trainmg, mostly directed as Panamanian employees 
and that has proven the beisis not only for a more efficient oper- 
ation by our employees day to day in Panama, but also to help 
move Panamanians up in our structure. 
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Our organization now is very close to 80-percent strong in Pana- 
manians. They are in all of the skill ranges and they Eire slowly but 
surely moving into the top management ranks of the Commission. 

So, I would aay that is proceeding well. We have an excellent 
quality of young Pananumians available to us and we are making 
good use of that talent. 

Senator Denton. So, operationally it is going along fine? 

Mr. McAuuFFB. Yes. 

Senator Denton. Politically, in temw of that having been an 
issue, it must be coming off well. Is that true? 

Mr. GiANBLLi. Let me sii^est. Senator, that the Panamanians, 
with all due respect, would like us to proceed much faster than we 
are in terms of documenting and equipping the Commission staff 
with Panamanians. 

We tiiink we are moving at quite a rapid pace. We reduced the 
number of U.S. citizens employed there from slightly over 2,000 at 
the b^inning of the treaty to somewhere around 1,400. We are 
moving in the direction of reducing U.S. employees by hiring Pana- 
manian employees. 

We think we are proceeding in Eiccord with what was intended 
and by the year 2000 we will be pretty far down the line. 

Senator Denton. The political issue is not a serious one? 

Mr. GiANELLi. It is not a political issue with Etny of us except the 
Panamanians continue to agitate for moving faster than we are. 

We do have a good training program as Mr. McAuIiffe has indi- 
cated. We are working hard to train these people to assume impoi^ 
tent jobs, but it takes just so long to do that. We will probably need 
the entire transition period for that purpose. 

Senator Denton. Finally, then, Mr. CSiairman, I would ask, 
knowing that these gentlemen are responsible for operations, but 
not necessarily security, which is the principal concern of this com- 
mittee, I woidd welcome any comment that either of you might 
have aa to the estimate of the situation r^arding securi^, not just 
with respect to within Panama, but because of the political 
changes, the security developments in areas around Panama which 
have had an impact on Panama, 

Would it be all right, Mr. Chsdrman, if he said something in open 
session in genereil on that subject? 

Mr. GiANELLi. If I can respond in general and I am sure Mr. 
McAuliffe can expand more on it, I thmk there has been quite an 
increase in the nimiber of Panamfinian security forces aimeid at as- 
suming responsibility in the year 2000. 

We have a brigade there responsible for the safety and security 
of the canal at the present time. My understanding is that the Pan- 
amanian defense forces moved somewhat a£[gressively in terms of 
augmenting their own forces in anticipation of the time when they 
will have to assume that responsibility. 

Mr. McAuLiFFE. The problems of Central America are certainly 
evident in Panama, but they seem not to cause any particular 
[n'oblems, certainly not any security problems, from day to day. 

The more pressing problems in Panama are economic and politi- 
cal. 
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With respect to the canal, we have very little Internal capabili^ 
to protect ourselves. We do maintain a canal protection force. It is 
fairly modest and it simply provides the watchman type of force. 

We, of course, have excellent cooperation with the commander- 
in-diief of the Southern Command and all of the U.S. forces in 
Panama. These forces exercise with some of our own organization 
in and around the canal from time to time to demonstrate the ca- 
pability to provide protection. 

I should say also that we also mnintnin a good relationship with 
the defense forces of Panama. Here again, those forces would be 
brought into play should there be any increase in the security 
threat to the canal. 

Senator Denton. Thantyou very much. 

Chairman Goldwater. Tnank you. 

Senator Levin? 

Senator Levin. Mr. Chairman, thank you very much. 

Welcome to all of you. 

Our witnesses will no doubt remember, I know the Chair remem- 
bers, when I first got to the Senate I was asked by ChairmEin Sten- 
nis at that time to take on the floor management of the Panama 
Canal implementation l^islation. I was an innocent baby then and 
accepted. I have kind of an ongoing paternal interest, I guess, in 
this legislation. 

From everything I can learn, I want to commend the gentlemen 
for their tremendous administrative work in making this transition 
a very smooth one and a very desirable one in terms of American 
security. 

We have two bills in front of us. One is the interest bill which 
sounds technical and perhaps is relative to future interest. I under- 
stand, though, that there is em issue relative to accrued interest I 
would like to spend 1 minute on that. 

GAG has apparently said they could transfer accrued interest 
into the Treasury without any difficulty and I gather the Commis- 
sion and General McAuliffe are not particularly pleased with that 
prospect. 

I do think it is important that we have a record here in this com- 
mittee on that issue because there apparently could be an effort 
made on the floor to transfer that money and we ought to know 
what the issues are so that we can respond appropriately, whatever 
that response might be. 

I am wonderii^ if we could get a statement for the record, if we 
don't already have one, on that issue. Perhaps I missed it, it m^ 
have been part of the testimony. If it is peut of their testimony, 
fine. If not, perhaps we can sohcit a comment on the question of 
the GAO suggestion that accrued interest also be transferred to the 
Treasuy, not just liiture interest. 

Mr. GuNixiJ. Yes, Senator, let me comment and perhaps others 
can add to it. There has been communication between Senator 
Chiles and GAO with respect to the interest that has accrued the 
last 5 years. It amounts to some $56 million. 

GAO has contended that amount could be transferred to the gen- 
eral fund right now. 

Ilie Commission contends it would make a big operational pnA)- 
lem for the CommisBion if it did so. 
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Our prima^ reason for this is that the Commission, as we indi- 
cated and referred to in our statement, requires money on hand 
before it can expend funds for the operation of the canal. 

liiat means particularly during the first few months of the fiscal 
year we have a problem unless we have some iiinds available, by 
virtue of our being a special fund, to meet the obligations of the 
caiial during those first months. 

It is our estimate that we should have the past accrued interest 
available for meeting those requirements, particularlv looking 
al^d when there is inflation and when there will be perhaps addi- 
tional cost during those first months as a result of hopefully in- 
creased traffic in the canal. 

That really is the issue. Senator. This bill— we are talking about 
the interest bill before you — transfers all of the interest receipts 
henceforth to the general fund. We agree to that. We think we 
have enough now with the past accruM interest along with other 
funds that are available in our account balance to take care of the 
first months of operation. 

So, that is the issue. 

Senator Levin. Have you met with the GAO on this? 

Mr. GiANELU. Yes, we met with them several times and corre- 
monded with them. As a matter of fact, we met with Senator 
Uiiles this morning and GAO on this very issue. 

It is our position that they really don't quite understand our 
problem. That is why I personally wanted to meet with Senator 
Oiiles to fuUy explain it to him because it is an operational prob- 
lem. 

Ultimately all the money will return to the general fund, there 
is no doubt about that. It is an operational problem. That is why 
we feel that the position we have taken is the correct one. 

We shouldn't risk the operational problems for the canal by 
taking aw^ the past interest which is essential to the operation of 
the canal. It ultimately will go into the general fund anyway at the 
close of the transition period. 

That is the issue. 

Senator Levin. Did you make any headway this morning? 

Mr. GiANELU. I think Senator Chiles understands a little bit 
more our position which we had not articulated to him on a person- 
al basis before. We had some correspondence. I am hopeful that he 
sees the point we are trying to make. 

Mr. M<:AuiJFFE. I should like to expand on a point or two. Cer- 
tainly there is the operational need for that money, as Mr. Gianelli 
has pointed out. But there is emother aspect and Uiat is the impact 
the transfer of eiccrued interest fixim the special fund to the gener- 
al fund will have on canal finances. 

The result would be for the canal to recast its financial state- 
ments covering 6 years to reflect $20 million or more of added in- 
terest cost. That would in turn impose on canal users an additional 
annual cost Eimounting to $6 million starting in 1985. 

We would, in effect, be adding to the toll charges which they al- 
ready face at the canal. We feel this would be most untimely since 
we have been mnking an enormous effort over the last several 
years to restrain our costs so as to avoid any toll increases because 
of the dire straits of the maritime industry. 
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We feel that any additional cost of the canal would put their use 
of the canal in some jeopeirdy and [>ossibly cause UBers to look for 
alternatives to the Panama Canal. 

There is a final point that relates here and that is that there is a 
communication from the Congressional Budget Office to the chair- 
man of the Committee on Merchant Mfirine and Fisheries of the 
House of Representatives, a letter dated September 3, of this year. 
I would like to quote one sentence from Uiat report. This is the 
Congressional Budget Office statement: 

The transfer of the £56 million to the general ^nd would have no net budgetary 



Senator Levin. Mr. Chairman, if our staff could look into this 
and if there is an agreement on this issue, I am wondering if it 
might be appropriate to add some lai^pia^ in the committee 
report relative to this issue so that we can indicate that we have 
addressed it. 

Their case sounds persuasive to me. If our staffs are in agree- 
ment on it, perhaps we can have some committee report language 
that goes to the floor with this bill if there is going to be a report. 

Chairman Goldwater. I think that is a very wise suggestion. 
The staff will do that. 

Senator Levin. I have one other area of questioning that I would 
like to move to on the other bill. 

The second bill is H.R. 1784. As I understand, section 8 of that 
bill expresses the sense of the Congress that expenses should be 
frozen at last year's level and that the resulting savings should be 
deposited to the Treasury. 

I understand the administration opposes this provision. 

Is it in the bill? Is it still in the bill? 

Now, the administration opposes it because, as I understand it, it 
could result, if Congress' intent were carried out, in a violation of 
the treaty which has to do with the difflxwition of profit to the 
canal up to $10 million smnually, which the treaty, as I remember 
it, provides to be paid to Panama. 

I may be oversimplifying this a bit. My memory may be a bit 
rusty. 

My question is this: The fLdministration opposes section 8. I 
gather that a sense-of-the Congress provision is not binding, but it 
does carry symbolic significance. If the Congress says that we want 
something to happen which violates the treaty, it creates a need- 
less problem. It does not accomplish anything because it is not 
binding. All it does is make some enemies out of friends. 

I can't remember the exact detaib of the treaty offhand so I 
can't really perhaps frame my question the way I would ordinarily 
Uke to do it. 

My question, I guess, is this: Do you oppose section 8? 

Does the administration oppose section 8? Are you speaking for 
the administration? 

Mr. GiANELU. Let me see if I can respond to the question and 
perhaps I can have some assistance here, if necessary. 

The treaty provides, Senator, that any surplus revenue over and 
j ove the operation up to $10 million a year be paid to Panama. 
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So, I think our position is that if section 8 were to hold and to 
mean anything, then you would have to modify the treaty because 
it is very speciiic in what it says about the disposition of surplus 
revenues. 

The other point I was trying to make was that we don't expect 
there to be any excess revenues this year because traffic is down. 
So, we are saying, in effect, the question might be moot. 

I think the First point is correct, that you would have to change 
the treaty if you want to change where the surplus funds will be 
deposited. 

Senator Levin. I think we want to protect that treaty. 1 think we 
ought to stick by our treaty, however we interpret it. 

Idon't think we ought to be interpreting treaties up here, but we 
should make a statement we want the receipts to be disposed of in 
accordance with the treaty. 

Mr. GiANELLi. We think section 8 would be in violation of the 
provisions of the treaty. 

Senator Levin. I would suggest we substitute the words "dispose 
of in accordance with the treaty" without saying what that means. 

Then we wUl let the administration interpret what that means. I 
don't want to be the interpreter here, but I do wfuit to protect that 
treaty. 

If there is a treaty violation, even though it is symbolic and not 
binding, I don't know why in the name of Heaven we would want a 
symbolic violation of a treaty which most people seem to think has 
stood us in pretty good stead for American security. 

For what? It does not put any money in the Treasury. That 
would be the only reason to do it. Not a good reason, by the way. I 
would not violate the treaty to add $10 million to the Treasury. 

The only reason to do it would be to put money in our pocket. 
This does not put money in our pocket. So, we create a nasty 
symbol for nothmg. 

My time is up. 

Chairmem Goldwater. Let me ask a question. 

Would you suggest that we eliminate section 8? 

Mr. GiANELLi. It would be fine with me or if there is some feeling 
on the subject that we ought to do something in this area, if possi- 
ble, that we say it is the sense of the Congress that the Commis- 
sion, if possible, freeze their expenditures and that any savings re- 
sulting from this action be disposed of, or a nicer word than that, 
in accordance with the treaty. 

Chairman Goldwater. We don't intend to mark these bills up 
today. There is no big rush. So, at our markup period we can dis- 
cuss it. 

I think you are right. I think the staff is in agreement with that, 
too. 

Senator Levin. Are they urging us to do that on the record? 
Maybe we have already heard from them. 

Would you urge us to eliminate section 8 or modify it so that we 
spend any savings accrued to them in accordance with the treaty? 

Mr. Rhode. Senator Levin, it is good to see you, sir. I remember 
your trip to Panama. 

I have been working with the members of the Office of Manage- 
ment and Budget. We have spent a great deal of time on this one 
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aection. The administration opposes section 8 as a matter of princi- 
ple for the reason you have said. 

However, even ^ough it is the sen8eK>f-the Congress resolution, 
because of our reassessment of the amount of revenue for iiscal 
year 1986, section 8 thus becomes a nullity because in our overall 
revenue picture we will not Uike in more revenue in 1986 than we 
did in 1985. 

Therefore, we are imposing on ourselves a freeze and no revenue 
profit is anticipated. So, it really is sir, a nullity and has no impact 
on us. 

Senator Levin. It has no practical effect? 

Mr. Rhode. Correct. 

Senator Levin. It does have symbolic effect and I think it is a 
mistake for the Congress to say that we intend to violate a treaty 
that we have ratiiied. 

Now, that is a matter of principle. I think it is a terrible thing to 
do for us to ever say that we intend to violate a treaty that we rati- 
fied. We may not all have liked that treaty. 

By the way, I would have voted to ratify that treaty if I bad been 
here. I don t know how Senator Goldwater voted and Senator 
Greunm was not here, so I don't know how he would have voted. 
That is not the point. Whether we like the treaty or not, it is a 
treaty of the United States. We ought to be good to our word. 

I doubt that we should violate the treaty even though it has no 
practical effect. I think we should modify or strike it 

Could I make one request of the Chair? 

Mr. Chairman, I was not here last week when we had a hearing 
relative to Mr. Dawson. I am wondering if I might submit some 
questions for the record for him. I understand that there are ques- 
tions by Senator Chfifee and one other Senator, so that the matter 
would be held up anyway. 

So, the question I would like to submit would not hold this 
matter up. I could not make the hearing and I would like to ask 
the questions for the record. 

Chairman Goldwater. We had hoped to be able to act on his 
nomination today. 

Would you want that held up? 

Senator Levin. If you are acting on it today, no. I would like to 
have my questions einswered, yes. I think if you held it up a couple 
days, I would appreciate it. 

ChairmEm Goldwater. It has been held up a long time now. 

Senator Gramm. Mr. Chairman, they can be answered before 
they go to the floor. We are just talking about the committee today. 

Senator Levin. If we have made a commitment to proceed, I 
would not wtmt you to violate it. 

Chairman (jOldwater. It is not a commitment. The Chair would 
like to see it done. 

Submit the questions for the record. 

Senator Levin. Before the vote on the floor? 

Chairman Goldwater. Yes. That would be plenty of time. 

Senator Gramm. Mr. Chairman, I want to go back to the $56 mil- 
lion. 
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Ab I underatood you, this bill would take $53 tnillion and transfer 
it into the general account and your arfpoment is the $53 million is 
already counted in the budget. 

Could you go over that one more time? 

Mr. GiANiLii. Let me try, Senator. It is somewhere between $53 
and $56 million. I have seen both figures used. 

If this bill goes through, that amount of money which has been 
collected over the last 5 years will stay in the Panama Ctmal Com- 
miasiOD fund to help us in the 2 months beginning operation of 
each fiscal year as a special fund. This bill, H.R. 664, would take 
subsequent interest receipts, revenues which are collected, emd de- 
posit ^em in the general fund. 

We have had considerable dialog with Mr. Levin on that before 
you came in. The purpose of his bUl would be to take future inter- 
est revenues and put them in the general fund. 

Senator Gramu. This bill is H.R. 664? 

Mr. GiANKLU. Yes, sir. 

Senator Gramm. Now, the $53 million, as I heard it, puttii^ 
them into the general fund rather than leaving them where they 
are would not affect the budget because it has already been taunt- 
ed in the budget. 

Are you saying it is counted in the budget because it is in this 
trust fund? 

Mr. GiANELu. Let me beick up. The $56 million refers to the 5 
years' interest which has accrued since the creation of the Commis- 
sion. It is the interest accrued over that period. 

We are sa)ring that that is needed for the first 2 months of oper- 
ation plus the fact there is a letter that I think Mr. McAuliffe re- 
ferred to in response to a comment from Senator Levin to the 
^ect that the Congressional Budget OfHce says that this money 
has already been credited to the budget as offsetting receipts. 

So, it does not, in effect, make any new cash available, as we un- 
derstand it. 

Senator Gbamm. 1 would say it does in the sense if you have the 
money in the genered Eiccount, that would meem you cannot spend 
it, whereas if it is not brought in the general account, you can. 

Mr. GiANBLLi. That is correct. Because it is out of our balance, 
we would not be able to use it. We don't expect to ever use it, but 
by transferring it to the general fund it takes away Em essential 
financial component of the Canal operation. 

Senator Gramh. So, whether It ^ects the budget or not depends 
on what you do with it relative to your absence of ability to do any- 
thing with it, if it were brought into the general account. 

Mr. Rhode. Senator, the Qiairman has asked me to respond to it. 

The $53 to $56 million, I think it is $56.3 million, is treated sim- 
plistically like a checking account for us, if you will. As you utilize 
your personal checking actxnint, if you deposit an out-of-State 
check, the hank holds it for a certain time before you can utilize 
those funds. 

The Pfmfuna Cemal Commission needs money to operate over the 
first weeks of the fiscal year and we deposit money in our special 
fund, but because of the problems in the Treasury where they 
audit on a monthly basis trnd then will warrant those funds back to 
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us, there is generally a 6- to 8-week lag before we are able to utilize 
any money that we deposit. 

So, the moneys that have been deposited in our account balance, 
there really is no money there, if you will, the Treasury utilizes 
that cash the day we put it into the account. They can utilize it for 
anythii^ they want, but they do give us credit in our account so 
that we can draw on that because the money really rotates around 
that account as we deposit on a daily basis. 

It really allows the Panama Cfuial Commission to have working 
capital during the first 6 to 7 weeks in any fiscal year and after 
that period elapses, then we are able to draw on the money that we 
have deposited in the account that fiscal year. 

But for those individuals to talk about transferring money from 
the special fund to the general fund, there is no money to transfer 
because the Treasury is already utilizing that cash we have put in 
there. 

It is simply an accounting procedure which does allow us to uti- 
lize on our own money we have already deposited in that fiscal 
year. 

Senator Gramm. Thank you, Mr. Chairman. 

Chairman GtOLnwATEH. I want to conmiend you gentlemen for 
the operation of your task down there. I was not one that voted for 
this treinsfer. I think it is working out all right. 

How is the new President doii^? 

Mr. GiANELLi. I think he is having his difficulties, Senator. He 
has been in office now about a year. Certainly from reports in the 
press, he has had his problems. He is a person we can work with 
and have been working with and we are hopeful that he will con- 
tinue to do well. 

Chairman Goldwateb. I have an interest because he attended 
the University of Arizona. 

Section 5 of H.R. 1784 provides certain transportation benefits to 
employees. 

What is the additional cost associated with those benefits? 

Mr. GiANELU. Senator, the estimates for fiscal year 1985 and 
1986 each provide 1800,000 for additionjil home leave and educa- 
tional travel benefits. I think that is the item you are referring to. 

Chairman Goldwater. I did not get that. 

Mr. Gianelli. The fiscal yeeu- estimates for 1985 and 1986 each 
provide $800,000 for additional home leave and educational travel 
benefitB. I think that is the figure you were inquiring about. 

Chairman Goldwateh. Thfuik you. 

Please explain how the investment base erosion will stop with 
enactment o! H.R. 664 and how this results in a h^her level of re- 
ceipts for the U.S. Treasury. 

Mr. McAuLiFPE. Mr. Chairman, if H.R. 664 were enacted, the in- 
terest would be deposited directly into the miscellaneous receipts of 
the Treasury. Because the investment base under the present 
structure is increeised by the amount of expenditures and decreased 
by the amount of receipts deposited in the special fund, the change 
will serve to reduce the amount of receipts deposited in the fund 
which has heretofore resulted in the erosion of the investment 
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As a result of the investment base being greater, interest pay- 
ments under H.R. 664 will be higher than under current law. 

Chairman Goldwateb. Thank you. 

On page 3 you refer to the Commission's use of capital advance 
and identify in 1986 the amount of |3.1 million. 

How is this amount arrived at and how does the capital advance 
work? 

Mr. McAuuFFE. The amount of the capital advance is deter- 
mined each yefir by calculating the amount of depreciation includ- 
ed in expenses and covered by revenues, the booking fees estimated 
to be collected and any excess capital financing for the previous 
year. 

The sum of these smiounts is compared to the capital program 
and any shortfall is made up with a capital advance. Capital ad- 
vance ^nds are collected and reserved from tolls that are ear- 
marked exclusively for capital pn^ams. 

Chairman Goldwatee. One other question relative to operation 
and I am goii^ to submit my general questions to you for your fur- 
ther answers. 

Why is there an increase in the housing program expenses and 
operation line items, yet at the same time there is a decrease in 
housing revenues. 

Mr. McAuLiFFE. There are several reasons for housing operation 
and maintenance costs increasing in 1985 and 1986. 

First, because of the austerity programs implemented over the 
last few years as a result of the downfall in canal traf^c, consider- 
able housing maintenance had been deferred. The Commission is 
attemptii^ to return to an acceptable level of maintenance for 
houses remaining with the Commission. 

Second, because of the recent moves of educational and medical 
personnel, who are no longer eligible for Commission quarters, 
there has been an unusually large number of vacated quarters 
which require deeming, psiinting, and preparation for subsequent 
renters. 

Finally, efforts to accelerate housing turnover to Paneuna have 
resulted in increased maintenance requirements there in preparing 
to move Commission personnel residing in the transferred areas to 
Commission housing. 

The decrease in the housing revenues in 1985 and 1986 is related 
to the fact that education and medical personnel of the Depart- 
ment of Defense are no longer eligible to reside in Commission 
housing units and application of the equity fidjustments package 
which provide free rent to certain U.S. citizen Commission employ- 
ees who lost access to the military commissary exchange and postal 
fzicilities in October 1984. 

Chairman Goldwater. Thank you very much. 

Senator Bingaman? 

Senator Bingaman. I have no questions, Mr. Chairman. Thank 
you. 

Chairman Goldwater. Gentlemen, I want to thank you for 
coming up. I want to thank you for the good job you are doing 
down there. 
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One of these days I will drop in on you again. It has been some 
time eince I was ^ere. From everything I hear, the people are 
happy and the csjial is operating weU and that is your purpose. 

So, we will Eidjoum this meeting. 

[QueBtions submitted by the Senators of the Armed Services 
Committee to be answered for the record follow:] 

QtnsnONS Submttted by Senator Babsy Goldwatkr 

Senator Goldwater. How much investment of capital do you believe is required in 
the canal between now and the year 2000? 

Answer. In the six fiscal years (fiscal year 1980-8B) since implementation of the 
Panama Canal Treatise, the ca|)ital program of the Panama Canal Commission has 
averaged approximately $27 million annually. Approximately 70% of the program 
in each of theee years nas been directed toward the transit-related functions of the 
ConuniBsion with the remaining funds being utilized for utilities and general sup- 
port operations. 

The forecasted increase in the transit of large beam vessels when coupled with 
the aging plant and equipment will necessitat« approximately a 10% to 15% in- 
crease in the capital investment of the Commission over the next fifteen years to 
make the required improvements and replacement to maintain safe and efficient 
canal operations. Therefore, in terms of 1985 dollars, it is anticipated that the cap- 
ital investment program of the Commission will average approximately $30 million 
annually, or approximately £450 million over the next fifteen yean. 

If the current study considering widening the canal concludes that the prcgect is 
neceoBary and feasible, and if the project is ultimately approved by all parties con- 
cerned, the capital investment requirements for the canal could increase significant- 
]j over the pmod in which the project is accomplished. 

Senator Goldwater. I understand the Commission has been studying the poeBible 
widening of the canal. What specifically are you looking at and what do you nope to 
receive at the completion of the study? 

Answer. The narrowest section of the Panama Canal is an 8-inile stretch called 
Gaillard Cut. Its 500-foot wide channel restricts wide-beam vessels to one-way pas- 
sa^. limiting the canal's capaci^ to transit increasing numbers of lar^ vessels. 
With the continuing trend toward more large vessel transits, the limitations poeed 
by the Gaillard Cut restrictions could result in fiiture diminution of the quahty of 
transit service. 

A multifaceted study is now underway to determine the overall fiiasibility of wid- 
ening Gaillard Cut to permit uninterrupted two-way traffic of large vessels. This 
study involves technical, operational, environmental, economic and financial analy- 
ses. Outside sources are being used to assist Commission staff in the evolutions. The 
Maritime Administration's Computer Aided Operations Research Facility (CAORF) 
at Kings Point, New York, is working on an optimum channel design. The U.S. 
Army Corps of Engineers is developing preliminary estimates of excavation method- 
ologies and costs and is assieting in the preparation of an environmental report. 
CoMultant studies have been contracted to forecast future traffic up to the year 
2010 and to analyze the sensitivity of traffic to increases in transit costs, which in- 
clude tolls as well as the costs of'^ transit delays. The Inter-American Development 
Bank (lADB) has provided terms of reference to be used in contracting a financial 
consultant to determine and evaluate various alternatives for the financing of the 
project should it be required. Utilizing the results of these studies, Commission staff 
will conduct an operational analysis and an economic feasibility evaluation. 

Theee studies should enable the determination of an optimum channel configura- 
tion, the construction cost, the eonomic and financial feasibility of the project and 
the pot^itial need for the widening of Gaillard Cut to meet future traffic demand. 
Tlie various studies are expected to be completed durins the first half of fiscal year 
1986. The overall cut widening feasibility study then will be presented to tbe Board 
of Directors for their review and delib^ation. There ate, however, no current in- 
vestment implications since the Commission is simply an overall evaluation of the 

r/ and the year 2000 in terms 
of treaty milestones? 



iWama Canal Commission shall be filed by a U.&. citizen and that of the Deputy 
Administator by a Panamanian national. Begining January 1, 1990, a Panamanian 
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national shall occupjr the position of Administrator and a U.S. citizen that of the 
Depu^ Administrator. 

(2) Schedule for the Transfer of Housing. The treaty speciiies certain benchmarks 
for the traufer of houfflng units to the Republic of Panama. In that regard, the 
final benchmark calls for the transfer of at least 60% of the Commissum's pretreaty 
housing units within twenty years from entry into force of the treaty, "^o date, 2,432 
units or nearly 60% of the pretreaty housing inventory of the Panama Canal orga- 
nization have already been transferred to the Republic of Panama. With the comple- 
tion of the phase III housing transfer, which commences on October 2, 1986 and in- 
cludes 274 units, the Commission will have met and surpasaed the housing transfer 
goal some 14 years aliead of the treaty mandated schedule. 

Senator Golowatkb. You have stated that a reassessment of the traffic outlook 
fbr 1986 reflects a lower level of growth than previously anticipated. What are the 
m^jor reasons for the fallofT Are there any specific trades or commoditlM that are 
afrecting your revined traffic levels in 1986? 

Answer. Although traffic levels during fiscal year 1986 are expected to show gain! 
relative to the cwrent year, the outlook is for lower growth than previously antici- 
pated. This falloff reflects continuation of a slowdown in canal traffic growth ratM 
evident during the last three quarters of fiscal year 1986, particularly in cargo ton- 
nage. Total cargo during the year is running below the levels reached the prior 
year, mainly as a result of depresed tonnage levels in two m^jor trades — petroleum 
and petroleum products and grains. Current patterns indicate it is unlikely tbeae 
trades vrill show any significant improvement during the next fiscal year. The petro- 
leum and products commodity group is being affected by sluggish conditions in 
canal traffic-related markets and the grain trade is reflecting, among other factora, 
the deprcflsed levels on U.S. grain e^^ris to the Far East 

Senator Goldwatkb. Also, what is the general prognosis for traffic in the future? 

Answer. In general, canal traffic is expected to show growth in the future but at 
very modest rates. These increases should be generated by moderate gains in moot 
Canal ctmunodities and continued grow^ in the number of PANAMAX vessels 
using the waterwiq'. 

[Whereupon, at 2:53 p.m., the committee proceeded to otiier bufd- 
ness.] 
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